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This article presents empirical findings on effects of institutional change on re-
gional development in China. We choose three typical cases to explore what de-
termines the regional development. The cases include the Third-front Construction,
Single-planning City Policy and fiscal decentralization ever since 1980.
The article includes three parts. The first part estimate thelong-term effects of the
Third-front Construction. The second part analyzes the effcts of Single-planning City
policy. The last part estimates how fiscal decentralizationaffects the patterns of local
expenditure.
How dose the history events matter the regional developmentis a topic full of
debate in these years. As Banerjee and Ier(2005), Huillery(2009),Mahoney(2003)and
Nunn(2008) find that the history matters for a region in long run. While Davis and
Weinstein(2002) and Brakman(2004) argue that the historical shock just matter in the
short-run and has no long-term effects. Using census data inChi a, this paper use the
”third-front construction” as a natural experiment to check whether this large and target-
ing war-readiness event has long term impact on the regionaldevelopment. By applying
the differences-in-differences method, we have two distinct fi dings. First, the third-
front construction has significant but temporary effect on ppulation growth of those
regions that had been cities before the beginning of the third-front construction, that is,
1964. Second, we find that the third-front construction not jus has significant short-
term effects on population growth of regions which were still rural counties in 1964,
it also affects the long-term population growth significantly. The robustness checks
support that our findings are valid. Using provincial data including real GDP and ratio
of non-agriculture industry added value, we also find that the provinces that were ma-
jor third-front regions with many third-front projects enjoy bigger development in ratio
of non-agriculture value added. Additional estimates using data of provincial density
of roads and railways show that the third-front provinces enjoy greater improvement
in transportation infrastructure during the period of third-f ont construction. This indi-
cates that the improvement in transportation may explain a part of the long-term impacts
of the third-front construction. Our findings also provide an explanation for the rise of
cities, especially that in western China. As most counties which once were third-front
regions that gathered many third-front projects have becomcities today. The results
in this paper suggest that the external shock to create scalee onomies make sense in














achieved by Marshallian external economies and economies with increasing returns.
In the second part we explore the effects of Single-planningCity (SPC for short)
Policy on city growth. Using city data from 1984 to 1985 and applying differences-in-
differences method, we find that the total industry value andtotal employment of SPC
city growth faster than non-SPC city significantly. Some robustness tests are conducted,
including subsample estimates in varying aspects and instrumental method. All the
tests support our previous findings that SPC city policy do have positive and significant
effects on city development. We also try to find the mechanisms why the policy work.
We do not find that the SPC cities grow faster in total FDI, total exports , total miles of
roads, number of telephone and stock of physical capital. But we find that the growth of
SPC cities in ratio of total fiscal income over total industryvalue and total employment
are significantly slower than non-SPC cities. Our findings suggests that the SPC city
policy may work through the smaller fiscal burden.
In the final part we estimate how degree of fiscal decentralization affects the pat-
tern of local expenditures in China. Using county data during 2000-2005 and estimating
a fixed effect panel data, we find that the increase in the degree of fiscal decentraliza-
tion is accompanied by increase in ratio and per capita expenditures on administrative
expenses , public security, procuratorial and court.At thesame time ,the ratio and per
capita expenditures on capital construction, supporting agricultural production, rural
expenses, education and social security reduce.A series robu tness checks suggest that
our findings are robust. Our findings suggest that we should carefully to describe the
behaviors of governments in lower levels.
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